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COM ~ I S S ~ ~ ~ ~  RS 

MARC SPITZER 
WILLIAM A. ~ U N D ~ L L  
MI= GLEASON 
KRISTEN K. MAY ES 

JEFF HATCH-MILLER, C 

N THE MATTER OF THE ~ ~ L I ~ A T ~  
?OR EXTENSlON OF ~ A T E R  UTI 
SEATER TONOPAH, INC.? AN A 
ZORPORATION FOR AN EXTENSION OF 
TS CERTIFICATE OF CE 
4ND NECESSITY TO ALL 
3R PORTIONS OF S E ~ T I O N ~  15, 17 19N 
22, T2N, RSW, G&SR 
ZOUNTY, ARIZONA 
3ASSAYAMPA RAN 

Water IJtility of ~ r e a t ~ r  Tonopall, Znc. (““ 

undersigned counsel, hereby submits a cotn~liance fili suant to Decision No. 68307 

dated November 14, 2005. ~ e c i s i o ~ ~  No. ~ 8 3 0 ?  requires ~ ~ G T  to file “by December 3 1,  

2005, proposed stand alone rates to be applied solely to the extension area (the Hassayampa 

Ranch Development)” or, in the alternative, ‘ L  ~ e ~ i o n s ~ a t e  that its existing 

customers will be positive~y i ~ ~ ~ a c t ~  by the ~ d d ~ ~ ~ o i ~  of the new water facilities necessary to 

serve the extension area if it intends to use its xisting rates for H ~ s a y a m ~ a  Ranch.” This 

filing is made in compl~an~e with the f o r ~ g o i n ~  r e q u ~ e ~ e n t .  

GT”) by and through its 

BACKGROUND 

By Decision No. 68307, the ~ o ~ i s s i ~ ~  exte MrUGT’s certificate of 

convenience and necessity (“‘CC ~oxiniately 2,066 acres being developed 
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as the Hassayampa Kanch. The 

g nil lion of water related faciliti~s 

11s for approximately $4.8 

cost of the entire system 

tu be in excess of $9.2 G ~ I T I  ‘‘that the subst~~t ia l  

increase in Company’s plant, none of will serve e x j ~ t i n ~  cu~to  ers, will substantially 

increase the Company’s rates.” rf er noted that “[dlepending on how the new 

construction is financed, existing c u s t o ~ e ~ s  co ffect~d by a more costly capital 

structure.” Staff? based upon the i ~ a t i o n  availa le, ~ s t i m a t e ~  that the addition of the new 

territory might cause rates e entire plant in the 

Hassayampa Ranch has been insta~le aving a mont~ly minimum of 

$26.39 and a single tier C O ~ K  6.75 per t~ousand would be needed to meet 

WUGT’s revenue requirements, after all $9.2 n~illjon doll s of Massayampa Ranch plant was 

installed. 

W G T ’ s  exis 

Monthly Usaee Charge 
(no water included) 

518 s 314“ $ 17.50 
314” $ 17.50 
1 $ 45.00 
1 1/2” $ 85.00 
2;; 9; 145.00 
3 $ 270.00 

$ 450.00 4” 
6” $- 900.00 

Commoditv Charpe 

$4.10 ber 1,000 Gallons (0 to 12, 
$ 5.25 per 1 .000 Gallons (aver I2 
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Hassayampa Ranch portion of the ~ ~ G T  systent, 

without ~ a s s a y ~ ~ a  R 

ts financials including the Hassayampa Ranch to dete 

:ustomers (adjusted to provide a reaso~table return to WUGT) will be appropriate for the 

gassayampa Ranch or w l ~ e t ~ ~ e r  stand alone rates would be needed. This Analysis is attached 

ts Exhibit B. 

ched as Exhibit A. WCTGT then projected 

ine whether the rates for existing 

By the end of cden UGT projects that its retum on rate base 

will have fallen to 1.13%.’ Ad~tionaIly, WUGT plans to borrow $500,000 &om WIFA in 

!006 and install a p p r o x ~ ~ a t ~ l y  ~ 6 ~ 5 , 0 0 ~  of new ant in 2005 and 2006 estimated as follows: 

1. PQU Treatment Systems $ 42,000 

2. New Well -Garden City ~ y s t e ~  (20 $ 99.000 

3. WPE#s6 $ 176,600 

4. Dixie & Sunshine ~ ~ ~ e ~ i n e  $ 220,502 

5. Arsenic Tre uckeyeRmch $ 96,900 

The current low return, coupled with s new pIant, increased operating costs 

md cash flow needs to fund the WFA loan, necessitate two 15% rate increases with die first 

:ffective July I ,  2006 an ~~~~~~~ ~u~~ 1, ~ 0 0 ~ .  These rate adjustments are 

Despite its fdling  ret^^, 
tatio (“T.I.E.R.”) will be 1.15, its Debt Service Coverage (“D.S.C.”) will be 20.3 and its capital structure 
Nil1 have 59.87% equity. 

GT c ~ ~ e n ~ l y  ~ r ~ j e ~ t s  at the end of 2005 its Times lnterest Earned 

-3 - 
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necessary without co~side 

WUGT anticipates ~l~~~~ 

possible in 

~ n ~ c i a l s  (an i ~ ~ r ~ a s i ~ i ~  

with the Hassayampa Ranch. 

in ~ates  for existing customers as soon as 

e able to sustain healthy With these two r 

Ranch. WUGT is clearly a healthier e ~ i ~ ~  wi anch than without it. 

WUGT notes 

that the initial plant serving 

This type of financing places the risk of success on t 

than on WUGT and its  exist^^^ e 

plant will be repaid through revenues ~ e ~ e r a ~ e d  from the e v e l ~ ~ ~ e n t .  On the other hand, if 

the development is not success 

Advances, limiting the adverse i m p  

s a ~ ~ ~ y s i s  inch xig the ~ a s s a y ~ p a  Ranch reflects the fact 

ded 100% with Advances. 

ere it belongs, rather 

ers. I f  the d e v e ~ o p ~ ~ n t  is successful, the cost of the 

structure will remain 

In contrast, Staffs analysis assu 

s u b s ~ ~ t ~ ~ l ~ ~ ~ ~ o ~ i  of the 

Staft use of equity as a source o ~ f u ~ d i ? ~ ~  

costly capital structure. ~~~T is 

In order to avoid the cost and ate rate procee~in~s (one in 2006 and the second 
gle rate ~~~~ in 2007, WUGT anticipates filing 
ustment. The first adjus~nent will be based 

five i[nInedi~t~~y upon approval 

2 

in 2007) and to i ~ ~ n ~ ~ ! ~ ~  rate shock ~~s~~~~~~~ 
a single rate case in 2006 that proposes a two-s 
upon the adjusted Test Year ending ~ e c e ~ ~ b e r  3 I ,  2005 itnd will be 
by the Commission. The second adjustme~t will reflect the additio1~ 
reasonable retwti on the 
associated with the new 
installed and placed in service. Rates 
Hassayampa Ranch area at levels similar to the stand- on^ rates s ~ ~ ~ g e s t e d  by Staff. 

ues needed to provide a 
ense adjustments 

ve upon the new plant being 
uce revenues in the 
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development of the 

e to ~ ~ ~ c ~ e ~ s ~  its equity (e.g., by repaying 

anch will increase the amount of 

internally generated ~ a p i t ~ ~  

existing or Hassayampa Ranch s y s ~ ~ ~ ~ s ~ ,  w~~~~~~ in 

WUGT notes that ~ i t ~ ~ o ~ ~  

end of 2010. With the Hassayampa ~ a n e h ,  ~ ~ ~ T ' s  equi at the end of 201 0 increases to 

52.66%.< 

ses ~ U ~ T ' ~  equity stake. 

eh, it ~ r o ~ e ~ ~ s  e ~ ~ ~ j ~  of 32.18 O h  equity by the 

As ~ € a s ~ a y a ~ p a  Ranc a1 cash flow not only 

provides W G T  greater ~ e ~ ~ b i l i ~  re 

These projections assume ~ n t e ~ n a l ~ ~  g e ~ i ~ r a t e ~  Ga~ita~ is  Invested back into capital improvements in one 3 

of the ways mentioned above. 

-5- 



5 

6 

7 

8 

9 

1 0 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

also allows WUGT the fm 

the existing customers. T 

interspersed within 7 separate water ~ i s ~ l b u t ~ ~ n  s y ~ t e ~ ~ s .  

WUGT uses contract labor for all con 

the Hassayampa Ranch is developed, the revenues will e suf~cient to fund internal staffng 

capable of meeting these o p e r a ~ o ~ ~ a ~  needs and enhance WUGT’s ability to meet the service 

needs of existing customers. W i ~ o u ~  the H a s s a y ~ p a  Ranch, staffing levels will increase 

much less rapidly and such increases would have a far more direct an substantial affect on 

eans to add and i i p ~ a d e  staff (field and office) to service 

customers are spread over a veiy large area and 

order to ~iiiiimize fixed costs, 

on and most repairs. Once the customer base in 

the rates charged existing c u s t ~ ~ ~ r  ort, a ~ ~ ~ c c e s s f u ~  Hassayampa Ranch (representing 

approximately 6,000 customers) will provide economies of scale associated with staffing and 

warehousing, thereby reducing ese costs on a per customer basis. 

This rationale (enhanced ~nancial stren economies of scale) is precisely 

the reason a uniform rate was adopted for WUGT’s existing seven active systems. It is 

inconsistent to e l i ~ ~ n ~ t e  

Hassayampa Ranch, especially where the imp et o ~ t ~ ~ e  associ ted plant has been minimized 

through the use of a d v ~ c ~ s  as the ~nancing source. 

~ ~ g ~ s  by creatin~ a stand-alone rate for the 

Eventually, W G T  anticipates n o ~ a l  expansion will result in the plant 

installed to serve Hassayampa Ranch e v e n ~ a l ~ y  being interco~inected with other WUGT 

systems. Until then, the d s t o r a ~ ~  f ~ c i l i ~ e ~  installed within Hassayampa Ranch 

‘ In fact, the level of staff suppo~ c u ~ e n t ~ y  a v ~ ~ a b l e  to service WUGT’s existing customers is only 
possible because their cost is absarbe try West ~ ~ l c o p a  C a ~ b ~ e ,  the parent company, and charged 
against WUGT as a Management Fee. This allows the smaller utilities owned by West Maricopa 
Combine to have greater staffing at a lower cost than direct al~ocation of employee costs would permit. 

-6- 
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still serve as additional sources of h 

existing systems losses its 

water on those rare occasions when one of the 

CONCLUSION 

Stand-alone rates for ropriate at this time. First, 

WUGT has addressed Staffs concern that the new plant installe to serve Hassayampa Ranch 

will drive up rates for WUGT’s existing customers. WUGT has required the developer to 

finance the new plant thro 

largely determined by the speed and extent to which t 

advances. The amount of equity invested in this plant is 

s s ~ y a I ~ p a  Ranch‘s development 

attracts residents. Plant is n 

are being served and benefited by the plant. 

in rate base for r a t e ~ ~ i n g  purposes until customers 

Second, the rates for e ~ s ~ n g  custo~ers need to be adjusted without regard to 

the Hassayampa Ranch. Upon proper ad jus~ent7  the rates for existing customers will meet 

the financial requirements of WUGT with or without the a~say~mpa  Ranch. 

Third, the ~ e ~ e l ~  ~ a n c h  will provide WUGT with greater 

internal capital, a higher TIER and DSC and sh~uld  ~ ~ i ~ ~ ~ e ,  not increase, the need for 

future rate increases. 

Fourth, economies of scale relating to s t a ~ ~ n ~  and warehousing are derived 

Gom the inclusion of WUGT’s cus to~er  ase assoc~ate~  it 

development. 

e Hassayampa Ranch 

Representatives of WUGT will ~ladly meet ~ i t ~ i  St to discuss this 

Compliance Filing and a n s ~ e r  ~ ~ e s ~ ~ ~ ~ .  In a~dition7 this topic can be further evaluated as 
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part of the rate a d j ~ s ~ e n t  p ~ - ~ c ~ ~ d i ~ ~  GT a~tjci~ates filing as soon as possible and no 

later than May of 2006. 

f7f--- DATEDthis $..g - dayof 

~ u ~ ' r I s ,  COODWIN, SULLIVAN, 
UDALL & SCHWAB, P.L.C. 

By: 

2712 North 7th Street 
Phoenix, Arizona 8~006-  1090 

A ~ o ~ ~ y ~  for Water Utility of Greater 
Tonopah 
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1 hereby certify 2005, I caused the 
mission by delivering the Foregoing d o c ~ e n t  to be serve 

~ ~ ~ n a l  and t h i ~ ~ e e ~  (1 3) c 

Docket Control 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, h z o n a  85007 

foregoing hand delivered 
of December, 2005 to: 

Marc Stern, ALJ 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Zhristopher ~ e ~ p l ~ ~ ,  C 
Keith Layton, Assistant Counsel 
Legal Division 
4rizona Corporation Commission 
1200 West Washi~~gton 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
4rizona Corporation ~ o ~ ~ i § s i o ~  
1200 West Washington 
Phoenix, Arizona 85007 
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